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Report  Summary 


Department  of  Labor  and 
Industry 


We  performed  a  financial-compliance  audit  of  the  Department  of  Labor 
and  Industry  (department)  for  the  two  fiscal  years  ended  June  30,  1998. 
We  issued  a  qualified  opinion  on  the  fmancial  schedules  which  means 
the  reader  should  use  caution  when  using  the  presented  fmancial 
information  and  the  supporting  data  on  the  Statewide  Budgeting  and 
Accounting  System. 


The  prior  audit  report  contained  three  recommendations  and  the 
department  implemented  all  three  recommendations.  This  audit  report 
contains  seven  recommendations  to  the  department.  The  current 
recommendations  relate  to  purchasing  card  controls,  unrecorded 
expenditures,  internal  service  fiind  cash  reserves.  General  Fund  loans. 
Unemployment  hisurance  cash  transfers,  accounts  receivable  and  intra- 
fimd  transfers. 

The  listing  below  serves  as  a  means  of  summarizing  the 
recommendations  contained  in  the  report,  the  department's  response 
thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #  1 


Recommendation  #2 


Recommendation  #3 


Recommendation  #4 


We  recommend  the  department  compK  with  state  lav\  and 
polic>  with  regard  to  recording  prepaid  expense  transactions. 

Department  Response:  Concur.  See  page  B-4. 


Pages 


We  recommend  the  department's  purchasing  personnel 
establish  and  enforce  purchasing  card  controls  and  instruct 
purchasing  cardholders  and  management  regarding  required 
documentation  for  card  use Page  9 

Department  Response:  Concur.  See  page  B-4. 

We  recommend  the  department  work  with  the  Department  of 

Administration  to  ensure  Unemployment  hisurance  Trust 

Fund  cash  transfers  are  properly  recorded  at  each  fiscal 

year-end Page  1 1 

Department  Response:  Concur.  See  page  B-4. 

We  recommend  the  department  properly  record  Unemployment 
Insurance  taxes  receivable  at  the  Department  of  Revenue Page  1 1 

Department  Response:  Concur.  See  page  B-5 . 
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Recommendation  #5 


We  recommend  the  department  properly  record  operating 

transfers  when  providing  funds  to  the  Department  of  Revenue.  .  Page  12 


Page  vi 


Department  Response:  Concur.  See  page  B-5. 


Recommendation  #6 


We  recommend  the  department  ensure  the  Subsequent 
Injury  Fund  expenditures  are  properly  recorded  on  the  state's 
accounting  records Page  12 


Department  Response:  Concur.  See  page  B-5. 


Recommendation  #7 


We  recommend  the  department  reduce  its  Internal  Service 
Fund  cash  balance  to  comply  with  state  policy  and  federal 
regulation Page  13 


Department  Response:  Concur.  See  page  B-5. 


Introduction 


Introduction  ^^  performed  a  financial-compliance  audit  of  the  Department  of  Labor 

and  Industry  (department)  for  the  two  fiscal  years  ended  Jime  30,  1998. 
The  objectives  of  the  audit  were  to: 

1 .  Determine  department  compliance  with  applicable  laws  and 
regulations. 

2.  Make  recommendations  for  improvements  in  the  management  and 
internal  accounting  controls  of  the  department. 

3 .  Determine  the  implementation  status  of  prior  audit 
recommendations . 

4.  Determine  if  the  fmancial  schedules  present  fairly  the  results  of 
operations  of  the  department  for  the  two  fiscal  years  ended 
June  30,  1998. 

This  report  contains  seven  recommendations  to  the  department   Other 
areas  of  concern  deemed  not  to  have  a  significant  effect  on  the 
successful  operations  of  the  department  are  not  specificalK  mcluded  m 
the  report,  but  have  been  discussed  with  management. 

As  required  by  section  17-8-101(6),  MCA,  we  audited  and  are  reporting 
on  the  reasonableness  of  internal  service  fimd  type  fees  and  fund  equity 
balances  at  the  department.  The  statute  requires  fees  and  charges  for 
services  which  are  deposited  into  internal  service  funds  be  based  upon 
commensurate  costs.  The  internal  service  fimd  at  the  department  is  the 
Commissioner's  Office/Central  Services  Division  and  is  discussed  on 
page  12. 

hi  accordance  with  section  5-13-307,  MCA,  we  analyzed  and  disclosed, 
if  sigmficant,  the  costs  of  implementing  the  recommendations  made  in 
this  report. 
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Background 


The  Department  of  Labor  and  Industry^  was  created  b\  the  Executive 
Reorganization  Act  of  1 97 1 .  The  department  operates  as  a  part  of  a 
national  emplo\'ment,  unemployment  insurance  benefits,  and  training 
system  that  assists  mdividuals  in  preparing  for  and  fmding  jobs,  hi 
addition,  the  department  assists  employers  in  fmding  workers  and 
assists  workers  with  benefits  if  they  are  temporarily  unemployed 
through  no  fault  of  their  own. 


The  department  enforces  state  and  federal  labor,  state  wage  and  hour, 
discnmination,  and  state  and  federal  health-safetv^  laws,  hi  addition,  the 
department  conducts  research  and  collects  statistics  that  enable  strategic 
planning,  and  provides  adjudicative  services  in  labor-management 
disputes. 

The  department  is  organized  into  four  divisions  and  the  Commissioner's 
Office,  hi  addition,  the  Workers'  Compensation  Court  is 
administratively  attached  to  the  department.  A  bnef  descnption  of  each 
follows: 

Commissioner's  Office  and  Legal/Centralized  Services  Division  -The 
Commissioner's  Office  pro\  ides  overall  administration  and  support 
serv  ices  to  the  department.  The  office  is  responsible  for  the  overall 
administration  of  the  department  includmg  provision  of  program 
direction  and  management  of  human  and  fmancial  resources. 

The  Legal/Centralized  Services  Division  provides  all  legal  and 
adjudicative  services  for  the  department  and  includes  the  Board  of 
Labor  Appeals.  The  division  is  responsible  for  providing  support 
services  to  department  functions.  Support  services  mclude  basic 
support  service  for  the  department's  computers,  personnel,  pavToll, 
accounting,  purchasing,  and  budgeting  (61  FTE). 

Employ-ment  Relations  Di\  ision  -  Employment  Relations  administers 
and  enforces  state  statutes  through  a  board  and  six  bureaus.  The 
functional  units  include:  Board  of  Personnel  Appeals,  Administration, 
Workers'  Compensation  Claims  Assistance  Bureau,  Safetv  Bureau, 
Labor  Standards  Bureau,  Human  Rights  Bureau  (beginning  fiscal  year 
1997-98),  and  the  Workers"  Compensation  Regulation  Bureau  (124 
FTE). 

Unemployment  Insurance  Division  -  Unemplo>Tnent  hisurance 
admmisters  the  state's  unemployment  insurance  laws  and  related  federal 
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programs.  The  division  operates  through  the  Administrative,  Benefits, 
Program  Support,  and  Telephone  Claims  Bureaus  (103  FTE). 

Job  Service  Division  -  provides  a  wide  range  of  employment  and 
training  programs  such  as  employment  training  and  assistance  services, 
labor  force  statistics,  veterans  services,  job  training  partnership 
programs,  and  trade  adjustment  assistance  (344  FTE). 

Admimstratively  Attached  Functions  include: 

Workers'  Compensation  Court  -  provides  a  legal  forum  for  Montana's 
employees  and  the  insurance  industr\'  to  resolve  disputes  ansmg  out  of 
work-related  injuries  and  occupational  disease  (6  FTE). 

Human  Rights  Commission  -  is  responsible  for  enforcement  of  the 
Montana  Human  Rights  Act  and  the  Governmental  Code  of  Fair 
Practices  through  mvestigations,  conciliation,  heanngs,  and  education. 
Chapter  467,  Laws  of  1997,  revised  the  laws  relating  to  the  commission 
and  transferred  staff  to  the  department's  Employment  Relations 
Division.  The  transfer  eliminated  the  commission's  admimstratively 
attached  status  effective  at  the  beginning  of  fiscal  year  1997-98. 

Board  of  Labor  Appeals  -  hears  disputes  concerning  the  administration 
of  Montana  unemploxment  insurance  laws  for  disputes  regarding 
employee  or  independent  contractor  status. 

Board  of  Personnel  Appeals  -  is  responsible  for  mediating  wage  and 
hour  and  collective  bargaining  disputes  between  employees  and 
employers. 

Montana  Community  Services  -  provides  administration  of  the  federal 
Corporation  for  National  Service  programs  (Ameri  Corps  and  Campus 
Corps)  and  community  service  and  volunteer  efforts  statewide,  including 
the  Volunteer  Montana  program. 
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Prior  Audit  Recommendations 


Prior  Audit  ^^^  P"^'^  financial-compliance  audit  of  the  Department  of  Labor  and 

Recommendations  Industrv-  for  the  two  fiscal  years  ended  June  30,  1996.  contamed  three 

recommendations.  The  department  implemented  all  three 

recommendations. 
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Findings  and  Recommendations 


General  Fund  Prepaid 
Expenses 


The  department  records  a  prepaid  expense  in  the  General  Fund  to  pay 
for  expenditures  when  it  has  insufficient  Special  Revenue  Fund  cash  or 
appropnation  authorit\'.  In  fiscal  years  1996-97  and  1997-98,  the 
department  recorded  nearly  $  1 0  million  in  prepaid  expenses  because  it 
did  not  have  the  necessarv'  cash  or  available  budget  in  its  Special 
Revenue  Fund. 


We  noted  the  department  recorded  General  Fund  prepaid  expense 
transactions  varying  from  a  few  dollars  to  more  than  $500,000.  For 
example,  department  personnel  transferred  approximately  $500,000  of 
expenditures  to  the  General  Fund  prepaid  expense  account  while  waiting 
for  the  Governor's  Budget  Office  to  process  a  budget  amendment 
increasing  appropriation  authontv'.  Other  transactions  moved 
expenditures  to  the  General  Fund  prepaid  expense  account  while  waiting 
for  reimbursement  from  the  federal  government.  After  the  department 
received  budget  amendment  or  federal  reimbursement,  personnel  abated 
the  General  Fund  prepaid  expense  and  moved  expenditures  back  to  the 
Special  Revenue  Fund. 

In  all  cases,  the  department  had  received  goods  or  services  and  recorded 
an  expenditure  before  pa\Tnent  was  made.  State  accountmg  policv  only 
allows  the  prepaid  expense  account  to  be  used  when  recorduig 
prepavTnents  for  goods  or  services  not  yet  received.  The  mappropriate 
use  of  the  prepaid  expense  account  allows  the  department  to  wnte  a 
treasurv  warrant  and  avoid  state  appropnation  and  cash  account 
controls.  State  law  prohibits  state  agencies  from  recording  expenditures 
which  exceed  its  appropnation  authority  or  available  cash.  State 
accountmg  policy  requires  the  department  to  seek  Department  of 
Admmisfration  (D  of  A)  approval  for  using  the  General  Fund  for  loans. 

The  department  should  consider  other  alternatives  such  as:  1 )  not 
expending  funds  until  the  department  has  budget  authorit\';  2) 
requesting  a  federal  cash  adxance  to  pay  for  federal  expenditures;  or  3) 
establishing  a  temporary-  loan  with  appropriate  D  of  A  approval. 
Provision  is  made  in  section  17-2-107  (2)  (a),  MCA,  for  the  D  of  A  to 
authorize  a  temporary  loan  when  the  cash  balance  in  a  fimd  is 
msufficient  to  meet  necessary  expenditures.  In  no  case  should  the 
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department  use  the  prepaid  expense  account  to  record  transactions  for 
which  no  appropriation  authority  exists. 

Recommendation  #1 

We  recommend  the  department  comply  with  state  law  and  policy 

with  regard  to  recording  prepaid  expense  transactions. 


Purchasing  Card  ^^^  department  uses  the  state  purchasing  credit  card  system  for 

Controls  purchases  under  $5,000.  We  noted  the  department  has  not  maintained 

an  adequate  control  system  to  ensure  credit  card  purchases  are 
authorized  and  supported  with  vendor  receipts.  In  fiscal  year  1997-98, 
the  department  recorded  approximately  $49,000  of  credit  card 
expenditures.  During  the  first  six  months  of  fiscal  year  1998-99,  it 
recorded  credit  card  expenditures  totaling  $38,000. 

The  department's  method  for  recording  purchases  begins  with  all  credit 
card  expenditures  being  initially  recorded  as  miscellaneous  procurement 
card  purchases.  Personnel  then  reclassify  the  purchase  from 
miscellaneous  to  specific  types  of  operating  expenditures  when  the 
department  receives  a  purchase  receipt,  invoice,  or  cardholder  note  to 
support  the  amount  and  authorize  the  transaction.  Expenditures 
remaining  in  the  miscellaneous  classification  at  fiscal  year-end  are  likely 
to  be  transactions  for  which  support  has  not  been  received.  We 
reviewed  the  accounting  records  and  identified  approximately  $16,700 
of  unclassified  expenditures  for  fiscal  year  1997-98.  In  February  1999, 
we  selected  1 7  of  the  unclassified  expenditures  totaling  $2,944  to  trace 
to  supporting  documentation.  We  found  10  of  the  17  items  totaling 
$1,040  sfill  did  not  have  supporting  documentation  in  the  form  of  a 
receipt,  invoice,  or  note  by  the  purchaser. 

The  State  of  Montana  Purchasing  Cardholder  Manual  states  the 
cardholder  will  retain  all  sales  slips,  register  receipts,  and  purchasing 
card  slips  for  management  approval  of  charges.  State  purchasing  policy 
requires  each  department  to  establish  internal  control  policies  and 
procedures  to  ensure  all  credit  card  expenditures  are  properly  receipted 
and  approved  by  department  management  personnel.  The  department 
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established  a  procurement  card  polic>'  in  April  1997  that  detailed 
procedures  for  authorizing  and  accounting  for  card  purchases.  The 
policy  states  that  management  will  review  each  transaction  to  ensure  the 
accounting  information  is  correct,  transaction  description  identifies  item 
purchased,  and  supporting  receipt  is  attached.  We  found  cardholders 
and  department  supervisors  were  either  unaware  of  the  state  purchasing 
policy  and  department  policy  requirements  or  were  uncertain  as  to  the 
necessity  for  providing  documentation  or  the  type  of  documentation 
needed.  As  a  result,  department  personnel  did  not  monitor  purchases 
and  apply  the  department's  purchasing  policy'. 

Recommendation  #2 

We  recommend  the  department's  purchasing  personnel  establish 
and  enforce  purchasing  card  controls  and  instruct  purchasing 
cardholders  and  management  regarding  required  documentation 
for  card  use. 


Accounting  Record  State  law  requires  the  presentation  of  receipt,  use  and  disposition  of  all 

Accuracy  public  money  and  property'  on  the  Statewide  Budgeting  and  Accounting 

System  by  fiscal  year-end,  in  accordance  with  Generally  Accepted 
Accounting  Principles  (GAAP).  The  Accounting  and  Management 
Support  Division  of  the  Department  of  Administration  issues 
accounting  rules  to  ensure  state  accounting  policy  complies  with  GAAP. 
Accounting  for  fmancial  activity  in  accordance  with  these  requirements 
improves  the  quality,  consistency  and  comparability  of  the  resulting 
fmancial  information  among  state  agencies.  It  also  ensures  revenues 
and  expenditures  are  properly  and  consistently  measured  within  each 
fiscal  year.  The  following  paragraphs  describe  instances  of 
noncompliance  with  state  accounting  law  and  policy'. 


Page  9 


Findings  and  Recommendations 


Unemployment 
Insurance  Trust  Fund 
Balance 


In  fiscal  year  1997-98,  the  department  significantly  changed  how 
Unemployment  Insurance  (UI)  tax  collections  are  managed.  Effective 
July  1 ,  1 997,  the  department  entered  into  a  contract  with  the  Department 
of  Revenue  (DOR)  for  the  management  and  consolidation  of  Ul  tax 
collections  with  other  DOR  collection  activities.  DOR  now  records  UI 
revenue  on  its  accounting  records  while  Department  of  Labor  and 
Industry  (DOLI)  records  Ul  benefit  payments  on  its  records.  Because 
no  cash  transfer  was  recorded  on  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  to  move  cash  from  DOR's  accounting 
records  to  DOLI,  the  Ul  fund  balance  on  DOLLs  agency  accounting 
records  is  understated  by  approximately  $58,000,000,  while  the  DOR 
agency  accountmg  records  are  overstated  by  the  same  amount. 


We  believe  the  apparent  understatement  of  the  Ul  Trust  Fund's  fund 
balance  could  mislead  users  of  the  DOLI  accounting  records.  Because 
cash  was  not  transferred,  we  issued  a  qualified  audit  opinion  on  the 
financial  schedules.  As  explained  on  page  v.  a  qualified  opmion  means 
that  users  of  the  financial  schedules  should  exercise  caution  when 
relying  on  the  information  presented  and  the  supporting  SBAS  data. 

DOLI  officials  indicated  they  are  responsible  for  the  UI  trust  fund  but 
the  Department  of  Administration  has  not  prescribed  policies  for 
transferring  cash  to  the  administering  agenc>  for  the  "US  Treasury  Cash 
Cleanng"  control  account  when  agencies  use  shared  accounting  entities. 
Since  the  Department  of  Administration  normally  records  the  "cash  in 
treasury"  transfers  for  shared  accounting  entities,  and  since  the  effect 
nets  to  zero  on  the  state's  combined  financial  records,  the  accounting 
personnel  at  DOLI  did  not  consider  it  necessary  to  record  a  cash 
transfer. 

If  the  DOLI  had  recorded  a  transfer  of  UI  cash  balances  from  DOR  to 
its  accounting  records  at  fiscal  year-end.  DOLI  would  show  an 
additional  $58,000,000  in  the  Trust  Fund  balance  on  its  agency 
accounting  records.  DOR's  fund  balance  would  be  $58,000,000  less. 
This  would  clearly  reflect  the  financial  relationship  between  each  of  the 
two  departments. 
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Findings  and  Recommendations 


Recommendation  #3 

We  recommend  the  department  work  with  the  Department  of 
Administration  to  ensure  Unemployment  Insurance  Trust  Fund 
cash  transfers  are  properly  recorded  at  each  fiscal  year-end. 


Unemployment 
Insurance  Accounts 
Receivable 


When  the  department  moved  the  UI  tax  collection  activity  to  DOR  it 
should  have  also  moved  existing  UI  tax  accounts  receivable.  As  a  result 
of  the  error,  accounts  receivable  and  fund  balance  are  overstated  on  the 
department's  accounting  records  by  $1,246,73 1.  Department 
accounting  personnel  indicated  due  to  an  oversight,  the  taxes  receivable 
were  not  moved  to  DORs  accounting  records. 


Recommendation  #4 

We  recommend  the  department  properly  record  Unemployment 

Insurance  taxes  receivable  at  the  Department  of  Revenue. 


Doubling  Expenditures 


DOLl  moves  funds  to  DOR  to  reimburse  DOR  for  expenditures 
incurred  in  the  Federal  Special  Revenue  Fund  as  a  result  of  the  UI  tax 
collection  process.  When  DOLl  transfers  the  moneys  to  DOR,  DOLl 
also  records  an  expenditure  transaction  in  the  Federal  Special  Revenue 
Fund.  Consequently,  expenditures  are  recorded  twice  in  the  state's 
Federal  Special  Revenue  Fund.  DOLl  should  have  recorded  the 
transactions  as  operating  transfers  rather  than  expenditures.  As  a  result, 
expenditures  are  overstated  by  $1,767,089  on  DOLl's  fmancial  records 
and  transfers  are  understated  by  the  same  amount  for  fiscal  year 
1997-98. 


DOLl  personnel  indicated  when  the  department  requested  appropriation 
authority  for  the  transaction,  personnel  did  not  consider  that 
expenditures  for  the  state  as  a  whole  would  be  recorded  twice;  so  the 
department  received  expenditure  appropriation  authority  rather  than 
authority  for  transfers. 
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Findings  and  Recommendations 


Recommendation  U5 

We  recommend  the  department  properly  record  operating 

transfers  when  providing  funds  to  the  Department  of  Revenue. 


Unrecorded 
Expenditures 


The  department's  Employment  Relations  Division,  Workers' 
Compensation  Regulations  Bureau,  manages  the  state's  Subsequent 
Injury  Fund  (SIF).  At  the  end  of  fiscal  year  1996-97,  department 
personnel  erroneously  reported  on  the  state's  accounting  records  SIF 
estimated  claims  habihty  of  $872,946.  The  correct  amount,  estimated 
by  the  department's  contract  actuary,  was  $2,059,288.  This  resulted  in 
imderstated  expenditures  on  the  state's  accounting  records  amounting  to 
$1,186,342  ($2,059,288  -  $872,946).  Department  personnel  corrected 
the  error  for  fiscal  year  1997-98. 


Recommendation  #6 

We  recommend  the  department  ensure  the  Subsequent  Injury  Fund 

expenditures  are  properly  recorded  on  the  state's  accounting 

records. 


Internal  Service  Fund 
Fees  Commensurate 
With  Costs 


The  department  maintains  more  cash  reserves  for  its  Central  Services 
Division  (CSD)  internal  service  fund  than  the  amount  allowed  under 
federal  regulation  and  state  policy.  Federal  regulation  and  state  policy 
allow  the  department  to  keep  sufficient  cash  reserves  to  cover  60  days  of 
operating  expenses.  At  June  30,  1998,  the  department's  cash  reserve 
exceeded  die  60-day  limit  by  $180,000  or  42  days. 


The  department  accumulated  the  excess  fimds  because  the  internal 
service  fund  rates  were  not  sufficiently  reduced  to  compensate  for  prior 
year  overcharges. 

Personnel  have  focused  on  ensuring  revenues  nearly  equal  expenditures 
but  not  on  considering  the  excess  cash  balance.  CSD  personnel 
indicated  the  excess  cash  reserve  will  be  corrected  with  changes  made  to 
internal  service  fund  rates. 
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Findings  and  Recommendations 


Recommendation  U7 

We  recommend  the  department  reduce  its  Internal  Service  Fund 

cash  balance  to  comply  with  state  policy  and  federal  regulation. 
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Independent  Auditor's  Report 
&  Department  Financial  Schedules 
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LEGISLATIVE  AUDIT  DIVISION 


Scott  A.  Seacat,  Legislative  Auditor 

John  W.  Nonhey,  Legal  Counsel 

Tori  Hunthausen,  IT  &  Operations  Manager 


Deputy  Legislative  Auditors: 

Jim  Pellegrini,  Performance  Audit 

James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Schedules  of  Changes  in  Fund  Balances  &  Property  Held  in  Trust, 
Schedules  of  Total  Revenues  &  Transfers-In,  and  Schedules  of  Total  Expenditures  &  Transfers-Out  of  the 
Department  of  Labor  and  Industry-  for  each  of  the  fiscal  years  ended  June  30,  1997  and  1998.  The 
information  contained  in  these  financial  schedules  is  the  responsibility  of  the  Department  of  Labor  and 
Industry's  management.  Our  responsibility'  is  to  express  an  opimon  on  these  financial  schedules  based  on  our 
audit. 

We  conducted  our  audit  in  accordance  yvith  generally'  accepted  auditing  standards.  Those  standards  require 
that  yve  plan  and  perform  the  audit  to  obtam  reasonable  assurance  about  yvhether  the  fmancial  schedules  are 
free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence  supporting  the  amounts 
and  disclosures  in  the  financial  schedules.  An  audit  also  includes  assessing  the  accounting  pnnciples  used 
and  significant  estimates  made  by  management,  as  yvell  as  evaluating  the  overall  financial  schedule 
presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our  opmion. 

As  described  in  note  1,  the  fmancial  schedules  are  presented  on  a  comprehensive  basis  of  accoimting  other 
than  generally  accepted  accountmg  principles.  The  schedules  are  not  intended  to  be  a  complete  presentation 
and  disclosure  of  the  Department  of  Labor  and  Industry's  assets,  liabilities  and  cash  floyvs. 

The  Department  of  Labor  and  Industry'  did  not  record  $58,427,170  of  Unemployment  Insurance  revenue 
collected  at  another  state  agency.  As  a  result,  the  Unemployment  Insurance  Expendable  Trust  Fund  cash 
transfers-in  and  fund  balance  are  each  understated  by  $58,427,170  as  presented  on  the  Schedule  of  Changes 
in  Fund  Balances  &  Property  Held  m  Trust  for  the  fiscal  year  ended  Jime  30,  1998. 

The  Department  of  Labor  and  Industry  recorded  $1,767,089  of  Unemployment  Insurance  Division  Program 
expenditures  as  "other  services"  instead  of  classifying  the  transactions  as  accounting  entity  transfers.    The 
effect  is  "other  services"  operating  expenditures  in  fiscal-year  1997-98  are  overstated  by  $1,767,089  and 
operating  transfers-out  are  imderstated  by  $1,767,089  on  the  Schedule  of  Total  Expenditures  &  Transfers- 
Out. 
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Room  135,  State  Capitol  Building.  PO  Box  201705   Helena  MT  59620-1705 
Phone  (406)  444-3122     FAX  (406)  444-9784      E-Mail  lad@state.mt.us 


In  our  opinion,  except  for  the  effects  of  the  matters  discussed  in  paragraphs  four  and  five,  the  financial 
schedules  referred  to  above  present  fairly,  in  all  material  respects,  the  results  of  operations  and  changes  in 
fiind  balances  and  propert\'  held  m  trust  of  the  Department  of  Labor  and  Industry-  for  each  of  the  fiscal  years 
ended  June  30,  1997  and  1998,  in  conformity  with  the  basis  of  accounting  described  m  note  1. 

RespectfulK  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 

February  9,  1999 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1998 


Summary  of  Significant 
Accounting  Policies 

Basis  of  Accounting 


The  department  uses  the  modified  accrual  basis  of  accounting,  as 
defmed  by  state  accoimting  pohcy,  for  its  Governmental,  Expendable 
Trust,  and  Agencv'  Funds.  In  applying  the  modified  accrual  basis,  the 
department  records: 


Revenues  when  it  receives  cash  or  when  receipts  are  measurable 
and  available  to  pay  current  penod  liabilities. 

Expenditures  for  valid  obligations  when  the  department  incurs  the 
related  liability  and  it  is  measurable,  with  the  exception  of  the  cost 
of  employees'  annual  and  sick  leave.  State  accounting  policy 
requires  the  department  to  record  the  cost  of  employees'  annual 
leave  and  sick  leave  when  used  or  paid. 

The  department  uses  accrual  basis  accounting  for  Proprietary  Funds. 
Under  the  accrual  basis,  as  defined  by  state  accounting  policy,  the 
department  records  re\  enues  in  the  accounting  penod  earned  when 
measurable  and  records  expenses  m  the  penod  incurred  when 
measurable. 

Expenditures  and  expenses  may  include:  entire  budgeted  service 
contracts  even  though  the  department  receives  the  services  in  a 
subsequent  fiscal  year;  goods  ordered  with  a  purchase  order  before 
fiscal  year-end,  but  not  received  as  of  fiscal  year-end;  and  equipment 
ordered  with  a  purchase  order  before  fiscal  year-end. 


Basis  of  Presentation 


The  fmancial  schedule  format  is  in  accordance  with  the  policy  of  the 
Legislative  Audit  Committee.  The  financial  schedules  are  prepared 
from  the  transactions  posted  to  the  Statewide  Budgeting  and  Accounting 
System  without  adjustment. 


Accounts  are  organized  in  funds  according  to  state  law.  The  department 
uses  the  followmg  funds: 
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Governmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  another  fund.  The  department's  General 
Fund  fmancial  activity  records  support  from  the  state  to  operate  the 
following  programs:  Human  Rights  Commission,  Silicosis  Benefits, 
Displaced  Homemakers,  and  Jobs  for  Montana  Graduates. 


Special  Revenue  Fund  -  to  account  for  proceeds  of  specific  revenue 
sources  legally  restricted  to  expenditures  for  specific  purposes. 
Department  activity  recorded  in  the  Special  Revenue  Fund  is  primarily 
related  to  federal  assistance  programs.  These  programs  include  U.S. 
Department  of  Labor  Employment  Service  programs.  Job  Training 
Partnership  Act  programs,  and  Corporation  for  National  and 
Community  Service  programs.  Other  department  Special  Revenue 
Funds  include  state  programs  for  Employment  Security,  Workers' 
Compensation  Regixlation,  and  Contractor  Registration 

Debt  Service  Fund  -  to  account  for  accumulated  resources  for  the 
payment  of  General  Long-Term  Debt  Pnncipal  and  Interest.  The 
department  uses  this  fund  to  account  for  federal  funds  received  to 
service  part  of  the  debt  incurred  from  renovatmg  the  department's  local 
job  service  offices. 

Capital  Projects  Fund  -  to  account  for  resources  used  for  purchase  or 
construction  of  major  capital  facilities.  This  fund  accounts  for  the 
department's  share  of  General  Obligation  bond  proceeds  used  for  the 
redesign  and  update  of  the  Unemployment  Insurance  information 
system. 


Proprietary  Fimds 


Enterprise  Fund  -  to  account  for  operations  (a)  financed  and  operated 
in  a  manner  similar  to  private  business  enterprises,  where  the  legislature 
intends  that  the  department  finance  or  recover  costs  primarily  through 
user  charges;  or  (b)  where  the  legislature  has  decided  that  periodic 
determination  of  revenues  earned,  expenses  mcurred  or  net  income  is 
appropriate. 


Department  Enterprise  Funds  account  for  the  Subsequent  Injury 
program  and  Uninsured  Employers  program  administration  and 
benefits. 
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Internal  Service  Fund  -  to  account  for  providing  goods  or  services  to 
other  agencies  or  departments  on  a  cost-reimbursement  basis. 
Department  Internal  Service  Funds  include  the  Commissioner's  Office 
and  Centralized  Ser\'ices  Division. 


Fiduciary'  Funds 


Trust  and  Agency  Funds  -  to  account  for  assets  held  by  the  state  in  a 
trustee  capacity'  or  as  an  agent  for  individuals,  private  organizations, 
other  governments  or  other  fiinds.  Department  fiduciary  fimds  include 
Agenc>'  Funds  and  Expendable  Trust  Funds.  The  department  accounts 
for  Contractor  Registration  program  securit\-  deposits  and  Workers' 
Compensation  self-insured  employers  securit\'  deposits  m  the  Agency 
Fund.  The  department  accounts  for  the  Unemployment  hisurance 
program  m  the  Expendable  Trust  Fund. 


2. 


General  Fund  Balance 


The  negative  fund  balance  in  the  General  Fund  does  not  indicate 
overspent  appropnation  authority .  Each  agenc\'  does  not  have  a 
separate  General  Fund  since  its  only  authority  is  to  pay  obligations  from 
the  statewide  General  Fund  within  its  appropnation  limits    Each  agency 
records  cash  or  other  assets  from  the  statevside  fund  when  it  pays 
General  Fund  obligations.  The  department's  outstanding  liabilities 
exceed  the  assets  the  agency  has  placed  in  the  fund,  resultmg  in  a 
negative  ending  General  Fund  balance  for  the  fiscal  year  ended  June  30, 
1997.  The  department's  total  assets  placed  in  the  fund  exceed 
outstandmg  liabilities,  resulting  m  a  positive  ending  General  Fund 
balance  for  the  fiscal  vear  ended  June  30,  1998. 


3.         Unemployment  Insurance 
Contributions  and 
Premiums  Revenue 


The  Expendable  Trust  Fund  includes  Unemployment  Insurance 
Contributions  and  Premiums  revenue  for  fiscal  year  1996-97.  Effective 
for  fiscal  year  1997-98,  the  Unemployment  Insurance  program 
collections  function  was  moved  to  the  state's  Department  of  Revenue. 
The  Department  of  Revenue  collected  $58,427,170  of  Unemployment 
Insurance  Contributions  and  Premiums  revenue.  These  collections  are 
reported  in  the  Department  of  Revenue's  Schedule  of  Changes  m  Fund 
Balances  &  Property  Held  in  Trust  and  Schedule  of  Total  Revenues  & 
Transfers-In  for  the  1997-98  fiscal  year  and  are  not  included  in  the 
corresponding  Department  of  Labor  fmancial  schedules. 
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Human  Rights  Commission  The  Human  Rights  Commission  operated  as  a  separate  program  during 

fiscal  year  1996-97.  The  commission  was  moved  to  the  Employment 
Relations  Division  effective  for  fiscal  year  1997-98  as  required  by 
Chapter  467,  Laws  of  1997. 
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DEPARTMENT  OF  LABOR  AND  INDUSTRY 

COMMISSIONER'S  OFFICE 


MARC  RAaCOT.  GOVERNOR 


STATE  OF  MONTANA. 


TELEPHONE:  (406)  444-3555 
FAX:  {406)444-1394 
TDD:  (406)  444-0532 


9.030X  1728 


HELENA.  MONTANA  39624-1728 


Scott  A.  Seacat 
Legislative  Auditor 
Legislative  Audit  Division 
State  Capitol 
Helena,  MT  59620 


APR  -  9  M 


Dear  Scott: 


Attached  is  our  response  to  the  narrative  segment  of  your  final  report  on  the  audit  of  the 
Department  of  Labor  and  Industry.  Copies  of  the  audit  report  are  also  enclosed. 

We  appreciate  the  cooperation  of  your  staff  in  taking  the  time  to  review  the  audit  findings 
with  us  in  detail.  We  will  be  happy  to  continue  working  with  you  and  the  Legislative 
Audit  Committee  to  answer  questions  about  the  audit  and  our  response. 

Sineefelv, 


PAT  HAFFEY//  (f~^ 
Commissioner 


ENC 
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•AN  EQUAL  OPPORTUNITY  EMPLOYER" 


MONTANA  DEPARTMENT  OF  LABOR  AND  INDUSTRY 

Response  to  the  Legislative  Financial-Compliance  Audit 

For  the  Two  Fiscal  Years  Ended  June  30,  1998 


Recommendation  #1 

We  recommend  the  department  comply  with  state  law  and  policy  with  regard  to 

recording  prepaid  expense  transactions. 

RESPONSE:  We  concur.  The  department  will  use  the  prepaid  expense  account  only 
when  recording  prepayments  for  goods  or  services  not  yet  received.  Effective 
immediately,  the  department  will  implement  the  following  actions: 

•  adjust  the  coding  structure  used  in  the  automated  supportive  services  payment  system 

•  not  expend  funds  without  proper  budget  authority 

•  request  federal  cash  advances  or  temporary  loans  to  meet  cash  needs 

Recommendation  #2 

We  recommend  the  department's  purchasing  personnel  establish  and  enforjce 
purchasing  card  controls  and  instruct  purchasing  cardholders  and  management 
regarding  required  documentation  for  card  use. 

RESPONSE:  We  concur.  The  department  is  in  the  process  of  corrective  action  and  has 
either  implemented  or  will  implement  the  following  actions  by  fiscal  year  end  1999: 

•  educate  department  cardholders  and  supervisors  in  regard  to  state  procurement  card 
law  and  policy 

•  establish  and  document  purchasing  card  controls  to  ensure  proper  use  of  state 
procurement  card 

•  increase  internal  audit  and  review  functions  in  regard  to  the  procurement  card 

•  enforce  established  purchasing  card  controls 


Recommendation  #3 

We  recommend  the  department  work  with  the  Department  of  Administration  to 
ensure  Unemployment  Insurance  Trust  Fund  cash  transfers  are  properly  recorded 
at  each  fiscal  year-end. 

RESPONSE:  We  concur.  The  Department  will  work  with  the  Department  of 
Administration  and  the  Department  of  Revenue  to  ensure  cash  transfers  are  properly 
recorded  at  each  fiscal  year  end. 


Recommendation  #4 

We  recommend  the  department  properly  record  Unemployment  Insurance  taxes 

receivable  at  the  Department  of  Revenue. 
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RESPONSE:    We  concur.    The  Department  will  transfer  the  applicable  accounts 
receivable  balance  to  the  Department  of  Revenue  by  fiscal  year  end. 


Recommendation  #5 

We  recommend  the  department  properly  record  operating  transfers  when 

providing  funds  to  the  Department  of  Revenue. 

RESPONSE:  We  concur.  The  department  will  work  with  the  Department  of  Revenue 
and  the  Office  of  Budget  and  Program  Planning  (OBPP)  to  assure  transactions  are 
properly  recorded  consistent  with  governmental  accounting  practices  beginning  with 
fiscal  year  1999. 


Recommendation  #6 

We  recommend  the  department  ensure  the  Subsequent  Injury  Fund  expenditures 

are  properly  recorded  on  the  state's  accounting  records. 

RESPONSE:  We  concur.  The  Subsequent  Injury  Fund  expenditures  were  properly 
recorded  in  fiscal  year  1998.  The  department's  Fiscal  Support  Bureau  staff  will  work 
with  the  Employment  Relation  Division  staff  to  ensure  expenditures  continue  to  be 
properly  recorded. 


Recommendation  #7 

We  recommend  the  department  reduce  its  Internal  Service  Fund  cash  balance  to 

comply  with  state  policy  and  federal  regulation. 

RESPONSE:  We  concur.  An  adjustment  reducing  the  cash  balance  has  been  included  in 
the  rate  calculation  of  the  fiscal  2000  centralized  services  cost  allocation  plan.  This  plan 
was  submitted  on  March  31,  1999,  to  the  federal  government  for  approval. 
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